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Strong treasury 


... our operating philosophy 
and strategies accept 
industry volatility as an 
inherent condition... !n 
spite of these periods of 
Share price fluctuation, 
corporately and financially, 
Takla Star has continued 
building on a position 

of strength. 
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TAKLA STAR RESOURCES LTD. LETTER TO SHAREHOLDERS 


A Position of Strength 


On behalf of the Board of Directors, | am pleased to present your Company’s annual report 


and financial statements for the year ended December 31, 1997. 


In a business which is subject to volatility, 1997 stands out as a particularly unsettling 
year. The combination of the Bre-X fraud and the global decline of gold and base metal 
prices has motivated concerned investors towards non-resource markets; consequently, 
both senior and junior mining stocks have been subject to stock price devaluation. At 
Takla Star, our operating philosophy and strategies accept industry volatility as an inherent 
condition — the last year may have put downward pressure on our stock price, but we 
came out of ‘97 with a strong treasury and solid prospects. In spite of these periods of 
share price fluctuation, corporately and financially, Takla Star has continued building on a 


position of strength. 


Unlike many emerging resource companies, we have not taken an “all or nothing” 
approach. We have learned how to survive and grow during resource market cycles through 
the application of a sound business strategy. The primary goal of this strategy is to protect 
the Company and Its shareholders from unnecessary risk, while at the same time 
maintaining a sufficient position in all our projects to amply share the benefits that 


accompany a discovery of a world class mineral deposit. 


When acquiring a property, there are a number of attributes that management endeavors 
to include in the acquisition package. Firstly, Takla must have a controlling interest in 


each project — 100%, if possible. This kind of control puts us in a stronger position to 


control at early stages 


3 
LETTER TO SHAREHOLDERS 


negotiate partnerships and joint venture agreements. ra controlling 
Secondly, the property must have the geological . : 

| ... puts us In a 
potential to contain world class deposits on a scale that nterest p su 
would draw the interest of the major mining stronger position to 


companies. Thirdly, the property must have the 


potential to be upgraded at a reasonable cost to negotiate partnerships 
generate additional funds through equity financing, and joint venture 


while remaining attractive to joint venture partners. 

Most importantly, it is only when potential in a property agreements. 

is clearly outstanding that Takla will invest its own 

treasury for extensive exploration and drilling. On other 

properties, Takla will negotiate joint ventures where the joint venture partner gains a 


percentage interest in the property by investing in the early stages of site exploration. 


Quite simply put, Takla seeks to be involved in projects only where the prospect of 
generating corporate funding exceeds the necessary expenses to explore and develop the 
property. The success of this philosophy is clearly demonstrated in a number of 


Takla Star’s projects in Canada and South America. 


Acquisition of a 4 million hectare land position favourable for diamonds was made in 

Alberta in 1992. This early staking attracted interest from a joint venture partner who, in 
order to earn an interest, paid for an extensive exploration program. Although no diamond 
pipe was found in the exploration, over $2 million were added to Takla’s treasury through 


equity financings and the sale of shares received as part of the earn-in arrangement. 


Fin exploration — 
at Voisey’s Bay 
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Very early in the great rush following the discovery at wd strategy... suited to 
Voisey’s Bay in Labrador, Takla Star assembled a 


the cyclical nature of 


substantial land position in the area. Although no 
nickel deposits have yet been found, over $4 million in the natural resource 
exploration — 100% funded by a joint venture partner — ; 

has been conducted, and over $10 million raised for industry. 


our Company, primarily through equity financings. 


This approach has enabled Takla to fund reconnaissance exploration over its extensive 
Bolivian holdings. Preliminary exploration at Orkho Pifia has delineated a gold target 
geologically comparable to Bolivia’s world class Kori Kollo open pit gold mine. 

Takla presently retains 100% control of Orkho Pifia and will initially budget for up to 
$1 million in exploration to be completed by mid 1998. 


Management has plotted a course for the success of this company by creating a strategy 
that is suited to the cyclical nature of the natural resource industry. It is a strategy that is 


devised to protect against short term instability and risk, and to promote long term growth. 


On behalf of the Board of Directors, 


alles! 


James P. Stewart, P. Geol., President 
April 14, 1998 
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Epithermal Gold Target | Cerro Tiquirani Orkho Pifia Project, Bolivia 


A Year of Exploration and Consolidation 


Bolivia 

Compafia Minera Occidental S.A. (COMOSA), 
Takla Star’s wholly-owned Bolivian subsidiary, 
effectively controls 100% of the mineral rights 
to 10 Bolivian mineral properties totaling 
approximately 80,000 hectares. Initial 
reconnaissance exploration during 1995 has 
resulted in delineation of significant 
geochemical gold epithermal type targets on 
Ubina and Orkho Pifia. 
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At Orkho Pifia, a 
discrete 1.0 km x 1.0 
km gold rock and talus 
geochemical anomaly 
has been identified... 


The 23,000 hectare Orkho Pifia project is located near the border with Chile, situated 


some 280 kilometres southwest of the Bolivian capital, La Paz. By virtue of provisions of 


the Bolivian Constitution, foreigners are not allowed to own outright mining claims within 


50 km of the Bolivian border. Accordingly, regarding Orkho Pifia and several others of the 


10 projects, COMOSA has entered into a joint venture agreement with a Bolivian national, 


the title holder of the mining claim, whereunder COMOSA has the right to exploit those 


mining concessions. Under the terms of the agreement, COMOSA will have the right to 


100% of the minerals to be extracted from the properties. The Bolivian national will have 


the right to receive, as a royalty, 2% of the net profits from mining operations, as defined 


in the joint venture agreement. 


At Orkho Pifia, a discrete 1.0 km x 1.0 km gold rock and talus geochemical anomaly has 


been identified on the west flank of the hydrothermally altered Cerro Tiquirani, a Miocene- 
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aged porphyritic dacite dome. The geological ... an initial 2.000 metre 


setting of the Cerro Tiquirani target is comparable 

to Bolivia’s 300,000 ounce per year Kori Kollo diamond drill program 
open pit gold mine. During 1996 and 1997, free - 

access to the property was prevented by the Sl May 338. 

presence of local, unauthorized placer mining 

cooperatives recovering alluvial gold in the creek beds draining Cerro Tiquirani. Recently, 
the Bolivian Mining Tribunal rejected all title challenges and COMOSA has entered into 
operational agreements with some of the cooperatives, allowing them to continue hand 


mining concurrent with Takla Star’s comprehensive exploration program. 


Early results from the surface mapping, sampling and geophysical surveys infer that the 
discrete 1.0 km x 1.0 km gold rock and talus geochemical anomaly at Cerro Tiquirani is 
underlain by a very large resistivity and chargeability anomaly. The most intense and near 
surface portion of this I.P. drill target has surface dimensions of 1,000 x 800 metres and 
is mostly covered with overburden. An inner gold soil geochemical anomaly with 
dimensions of 400 x 300 metres, averaging 1.6 g/t, has also been delineated overlaying 
the southeast quadrant of the |.P. geophysical anomaly associated with the partially 
exposed mineralized dacite host rock. Trenching and drill site selection for an initial 
2,000 metre diamond drill program are expected to commence during April 1998, 


with drill site preparation and drilling to follow in May 1998. 
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In 1996 on the Ubina project, Inmet Mining Corporation of Toronto completed a 1,600 
metre reconnaissance diamond drill program. Inmet’s objective of intersecting greater than 
1 g/t gold over 20 metres was not achieved and thus its option was terminated. However, 
several significant 3 to 4 g/t values were intersected over one-metre intervals. This 
program was funded entirely by Inmet. Since the termination of the option, no further 


work has been conducted on the Ubina project. 


During 1997, Takla Star entered into an arrangement with Bravo Gold Inc. of Vancouver. 
Under the terms of the agreement, Bravo can earn a 50% interest in Takla Star’s La Joya 
gold project by making staged exploration expenditures of US $450,000 by August 31, 
1998. In addition, Bravo will — upon Vancouver Stock Exchange approval — issue up to 
200,000 common shares to Takla Star upon completion of three phases of exploration, 
and an additional 100,000 common shares if and when a production decision is reached 
on the property. Takla Star will also retain a 1% net smelter royalty. Subsequent to Bravo 
earning Its interest, Takla Star has the right to participate pro rata or to elect to convert its 
interest to an undilutable 25% interest carried to production. The La Joya property is 
located approximately 400 kilometres east of Santa Cruz and consists of 11,020 hectares. 
It is located 16 kilometres southeast and along strike from the 1.2 million ounce Don 


Mario copper, gold and silver deposit owned by Orvana Minerals Corp. of Toronto. 


Preliminary evaluation of most of the remaining Bolivian properties has been completed 


without the discovery of discrete targets warranting further exploration expenditure. 
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Labrador 

In November 1994, Takla Star acquired a substantial land position in Labrador comprised 
of 16 claim groups covering distinct geological and geophysical targets in the immediate 
area of the Voisey’s Bay nickel-copper-cobalt deposits. During 1997, project operator NDT 
Ventures continued exploration over Takla Star’s 24,300 hectare land package. The work 
program consisted of gravity and electromagnetic geophysical surveys over various targets 
delineated the previous year. These surveys inferred potential sulphide mineralization at 
depth on project 61, which is 7 kilometres southwest of the Voisey’s Bay deposit, at 
project 44 adjacent to the town of Nain and on project 47, located on an island 35 
kilometres southeast of Nain. Approximately 1,900 metres of deep diamond drilling was 
completed at projects 61 and 47. No significant sulphide mineralization was encountered. 
The town of Nain refused permission to deepen holes drilled in 1996 at project 44. 
Although drill results to date from the Labrador projects have been technically 
disappointing, participation in the Voisey’s Bay area play has been a resounding corporate 


success for Takla Star. 


Under the agreement with NDT Ventures, Takla has elected not to fund exploration, and to 
be reduced over time by NDT’s continued expenditures to an undilutable 25% interest. 

To date, approximately $4.2 million have been expended on the projects. With the 
prospect of deep geophysics and more deep drilling being necessary to further explore the 
Claims, the joint venture has elected to investigate whether any major mining companies 


may be interested in viewing the exploration data and possibly optioning various projects. 
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During 1997, 307 claims were reduced to 184 claims which expire in December 1998. 
The key projects (43, 44, 46, 47 and 61) remain in good standing, with expiry dates 
ranging from 2002 to 2006. Other projects, including 49 and 50, will have to be reduced 
in size in December 1998. In addition to benefiting from the exploration expenditures, 


Takla has received 600,000 shares of NDT Ventures under the option agreement. 


Leadership in early land acquisition and structured participation in the Voisey’s Bay area 


play exemplify Takla Star’s development philosophy for stability and growth. 


Peru 

Takla, by staking through its wholly-owned Peruvian subsidiary, Compafia Minera Ccoria 
S.A., acquired the Antabamba and Sandia gold projects in southern Peru. The projects 
encompass approximately 38,000 hectares of mineral rights. Results of reconnaissance 
exploration conducted in 1997 indicate a limited potential for either property to contain 
a world-class gold deposit. Thus, Takla Star anticipates no further expenditure on 


these projects. 


Quebec 

In 1996, Takla Star staked a mineral claim position in the Gaspé region. The mineral 
Claims cover a geological environment inferred to have potential to contain Carlin-type 
gold deposits. As an initial review of the project area infers that this potential is tenuous, 


no further work is recommended. 


in working capital 
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Management’s Discussion and Analysis 


The following discussion should be read in conjunction with the accompanying 
consolidated financial statements and related notes. All amounts in this discussion are 


expressed in Canadian dollars. 


Liquidity and Capital Resources In recent years Takla Star’s marketable securities 
have consisted mostly of a portfolio of shares received as option payments from other 
companies who undertake to fund exploration on certain projects in exchange for the 
opportunity to earn an interest in those projects. The shares obtained under these 
agreements are recorded at market value at the time of acquisition, and written down at 
year-end if market values have declined. Because of declining market values the Company 
has, on occasion, recorded losses on the eventual sales of these shares. The acquisitions, 
write-downs and losses on sale of shares of this origin have not required any cash outlays. 
Since 1992, the disposal of shares acquired pursuant to a legal settlement and from 
option agreements have realized aggregate net proceeds of over $1.34 million in cash to 


the Company. 


The Company funded its general and administrative costs, as well as a substantial portion 
of its exploration activities during the year from working capital. As a result, cash and 
short-term investments declined by $946,000. 


Takla Star’s working capital at December 31, 1997 was $9,194,000. With increased 
exploration expenditures in Bolivia during the first quarter of 1998, working capital stands 
at approximately $8,840,000 as at March 31, 1998. 


The Company expects to finance its exploration programs and operating costs through 
further exploration cost-sharing by way of property option agreements, as well as from 


working capital, stock option exercises, investment revenues and future equity financings. 
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Results of Operations The net loss recorded for the year ended December 31, 1997 
was $2,104,000, compared to a net loss in 1996 of $940,000. $1,185,000 of the 
1997 loss represented a write-down of reconnaissance exploration expenditures in Peru 


and Quebec, where results have led to the decision to discontinue those projects. 


A loss of $411,000 was recorded on the sale of marketable securities, acquired primarily 
as option payments on the Labrador projects. A $152,000 write-down of marketable 
securities at year end also relates to these and other optionees’ shares, and reflects the 


general decline in stock market prices for resource companies. 


General and administrative expenses increased by $73,000 this year, largely due to 


additional salaries and increases, as well as to expanded South American operations. 


Interest income decreased approximately $59,000 in 1997 due to the general decline in 
interest rates, and to the reduction in cash and short-term investments. Foreign exchange 
gains of $119,000 were recorded during 1997, of which $100,000 were fully realized at 


year end. 


Year 2000 The potential for negative impact associated with the Year 2000 issue has 
been assessed by management and by outside consultants as being low, because there is 
little systems interaction with third parties which would expose Takla to risks. Takla Star’s 
own systems are relatively new and uncomplicated, and any necessary software upgrades 
are readily available. Management will continue evaluating all of the Company’s operating 
systems during 1998 to determine if any remedial action may be necessary to attain Year 
2000 compliancy. Any changes are scheduled to be implemented and tested in early 
1999. The related costs are expected to be minimal, and will be capitalized as equipment 


costs and depreciated accordingly. 
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Auditors’ Report 


To the Shareholders of Takla Star Resources Ltd. 


We have audited the consolidated balance sheets of Takla Star Resources Ltd. as at 
December 31, 1997 and 1996 and the consolidated statements of loss and deficit and 
changes In financial position for the years then ended. These financial statements are the 
responsibility of the Company’s management. Our responsibility is to express an opinion on 


these financial statements based on our audit. 


We conducted our audit in accordance with generally accepted auditing standards. Those 
standards require that we plan and perform an audit to obtain reasonable assurance whether 
the financial statements are free of material misstatement. An audit includes examining, 

on a test basis, evidence supporting the amounts and disclosures in the financial statements. 
An audit also includes assessing the accounting principles used and significant estimates 


made by management, as well as evaluating the overall financial statement presentation. 


In Our opinion, these consolidated financial statements present fairly, in all material respects, 
the financial position of the Company as at December 31, 1997 and 1996 and the results of 
its operations and changes in its financial position for the years then ended in accordance with 


generally accepted accounting principles. 


Kdetaee ¥ —LZoucte 


Chartered Accountants 
February 20, 1998 


Consolidated Balance Sheets 
As at December 31 


CURRENT 
Cash and short-term investments 
Marketable securities (market - $140,331; 1996 - $919,809) 
Accounts receivable 
Accrued interest receivable 
Goods and services tax recoverable 
Prepaid expenses 


DEFERRED EXPLORATION COSTS (Note 3) 

EQUIPMENT (Note 4) 

ORGANIZATION COSTS, at cost less accumulated amortization 
of $3,771 (1996 - $3,451) : 


CURRENT 
Accounts payable and accrued charges 


Share capital (Note 5) 
Deficit 


ees 
He 


1996 

$ 9,036,488 $ 9.982.600 
135,950 911,400 
49,576 14,667 
36,168 11,281 
2,679 9,022 
32,199 17,346 
9,293 060 10,946,316 
1,854,112 1,950,606 
57,543 86,514 
320 640 


$11,205,035 $ 12,984,076 


$ 74,516 
16,446,669 16,145,749 
(5,340,516) (3,236,189) 


11,106,153 12,909,560 
$ 11,205,035 $ 12,984,076 
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1996 


375,325 $ 434,570 


818,520 745,185 
32,025 31,054 


re. 850,545 776,239 


475,220 341,669 


rketable securities 410,922 (38,287) 
Pik ee 1,185,456 299,310 
152,100 351,750 


- 2,466 
(119,371) (17,282) 

: 1,629,107 597,957 
2,104,327 939,626 

3,236,189 2,296,563 

$ 5,340,516 $ 3,236,189 

i $ 0.173 $ 0.081 


Consolidated Statements of Changes in Financial Position 


Years ended December 31 


OPERATING 

Net loss 

Depreciation and amortization 

Loss (gain) on sale of marketable securities 
Write-down of mineral properties 
Write-down of marketable securities 

Loss on disposal of equipment 


Net change in non-cash operating working capital 


INVESTING 


Acquisition of marketable securities 

Proceeds from sale of marketable securities 

Net (expenditures) recoveries on mineral properties 
Equipment purchases 

Proceeds on disposal of equipment 


FINANCING 


Issue of share capital net of issue costs 

Shares issued for services 

Shares issued for mineral properties 

Proceeds from payment of employee stock option loans 


$ (2,104,327) 
32,025 
410,922 
1,185,456 
152,100 


(323,824) 


(43,940) 


(367,764) 


(67,915) 
280,343 
(907,962) 

(2,734) 


(698,268) | 


231,000 
(181,000) 


69,920 


119,920 


(946,112) 
9,982,600 


$ 9,036,488 


i 1996 


$ (939,626) 
31.054 
(38.287) 


299310 


351,750. 


(293,333) 


36,686 ae 
(256,647), . 


(1,130,589) 
342,076 
97,979 
~ (32,661) 
2,799: 


(760,396) 


4,659,963 


(281,250) 


4,378,713 


3,361,670 
6,620,930 


$ 9,982,600 
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Notes to the Consolidated Financial Statements 
Years ended December 31 


DESCRIPTION OF BUSINESS 


Takla Star Resources Ltd. is a public company incorporated under the Business Corporations Act of the 
Province of Alberta. It commenced trading under the name Takla Star Resources Ltd. on the Alberta Stock 
Exchange, effective May 9, 1991, following the take-over of “AOK Explorations Ltd.”, a Canadian controlled 
private corporation. The Company's principal activity is the acquisition, exploration and development of 
mineral properties. 


On May 12, 1994, the Company acquired an effective 100% interest in the shares of Compafia Minera 
Occidental S.A. (COMOSA), which holds the right to exploit the mineral rights on ten Bolivian properties. On 
November 13, 1996, AOK Explorations Ltd. incorporated a wholly-owned subsidiary called Compafiia Minera 
Ccoria S.A. to acquire mineral rights on properties in Peru. 


ACCOUNTING POLICIES 


These consolidated financial statements have been prepared in accordance with generally accepted 
accounting principles and include the following accounting policies: 


Basis of presentation The consolidated financial statements include 100% of the assets, liabilities, income, 
and expenses of its wholly-owned subsidiaries, AOK Explorations Ltd. and Compafiia Minera Occidental S.A. 
(COMOSA). 


Use of Estimates The preparation of financial statements in conformity with generally accepted accounting 
principles requires management to make estimates and assumptions that affect the reported amounts of 
assets and liabilities and disclosure of contingent assets and liabilities at the date of the financial statements 
and the reported amounts of revenues and expenses during the reporting period. Actual results could differ 
from those estimates. 


Short-term investments Short-term investments are stated at the lower of cost or market value and consist 
primarily of money market instruments. 


Marketable securities Marketable securities are stated at the lower of cost and market value. 


Deferred exploration costs Acquisition, administration, exploration and development costs of mineral 
exploration properties are capitalized, offset by recoveries from third parties on jointly owned projects, and 
will be depleted on a unit of production basis at such time as production commences or charged against 
income if the property is abandoned. Administration costs incurred after commencement of production will 
be charged against operations in the period incurred. The amounts shown for acquisition costs and deferred 
exploration expenditures represent costs to date and do not necessarily reflect present or future values. 


Equipment Equipment is stated at cost and is depreciated on a straight-line basis at the annual rates 
disclosed in Note 4. One-half year’s depreciation is recorded in the year of acquisition. 


Organization costs Organization costs are recorded at cost and amortized on a straight-line basis over five years. 


Foreign currency translation Foreign currency transactions and balances which result primarily from 
integrated business operations in Bolivia and Peru are translated into Canadian dollars using the temporal 


method of translation. 


3. DEFERRED EXPLORATION COSTS 


Accumulated 


Write-Down 

of Mineral 
Properties 1997 1996 
(131,683)  $ - $ 62,888 
- 50,000 50,000 
(1,053,773) - 302,344 
- 2,406,062 2,169,174 
- 583,200 531,700 
(1,185,456) 3,039,262 3,116,106 
(1,185,150) (1,165,500) 


$ 1,854,112 $ 1,950,606 


1997 1996 
Net Book Net Book 
Depreciation Value Value 


Acquisition 
Area Costs 
Quebec $ 84,428 $ 
Alberta 50,000 
Peru 260,312 
Bolivia 1,438,735 
Labrador 321,101 
$ 2154576 $ 
Project cost recoveries 
4. EQUIPMENT 
Depreciation 
Rates 
Office equipment 20% $ 
Computer software 100% 
Computer equipment 30% 
Automotive equipment 30% 
Geological equipment 20% 


$ 


2S OU $ 24,246 $ 32,440 


3,421 - 231 
54,357 32,182 52,658 
20,432 = = 

1,251 1 as) 1,185 


105,378 $ 97,543 $ 86,514 
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- 


J. 


Au 


SHARE CAPITAL 


thorized 
An unlimited number of common shares of one class 


Number 


Issued 


Common shares 
Balance, beginning of year 
Issued for services (a) 
Issued for mineral properties (b) 
Exercise of purchase warrants (d) 
Exercise of share warrants (c) 
Exercise of options (e) 


1997 


12,729,594 
100,000 


25,000 


Balance, end of year 
Less shares issued under 
employee stock option plan (f) 


Details of warrants are as follows: 


Balance, beginning of year 
Issued for services (a) 

Issued for mineral properties (b) 
Share warrants expired (b) 
Purchase warrants exercised (d) 
Share warrants exercised (c) 


Balance, end of year 


12,854,594 


12,854,594 


1996 1997 
11,187,344 $ 16,958,509 
= 181,000 

50,000 o 
952,250 = 
465,000 50,000 
75,000 = 
12,729,594 17,189,509 
= (742,840) 
12,729,594 $ 16,446,669 
1997 

75,000 

50,000 

(50,000) 

(25,000) 

50,000 


Stated Capital 


1996 


$ 12,298,546 


281,250 
3,475,713 
651,000 
252,000 
16,958,509 


(812,760) 

$ 16,145,749 
Number 

1996 

1,442,250 

50,000 

(952,250) 


(465,000) 
75,000 


(a) By contractual agreement dated June 1, 1997, the Company issued 100,000 common shares at fair 
value as consideration for staking services and local representation on existing projects. 


The Company also issued 50,000 warrants entitling the holder to purchase one common share for $4.25 
each on.or before June 1, 1998, as part of the service agreement. 


a 


Effective February 9, 1996, the Company issued 50,000 common shares and a warrant entitling the 


holder thereof to purchase up to 50,000 common shares, at $10.00 per share, on or before August 31, 
1997. No value has been ascribed to the warrant for financial statement purposes. The common shares 
were issued at fair value as consideration for acquisition of additional mineral rights on existing projects 
and in consideration of the settlement of a lawsuit regarding the funding of exploration on the projects. 
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(c) Effective January 31, 1995, the Company completed a private placement of 500,000 units at $1.27 per 
unit for proceeds of $631,190 net of expenses. Each unit consisted of one share and one share warrant, 
entitling the holder to purchase an additional share on or before January 19, 1996 at $1.40 or, in year 
two of the warrant life, on or before January 19, 1997 at $2.00. During 1996, 465,000 of the share 
warrants were exercised for proceeds of $651,000. Effective January 15, 1997, the remaining 25,000 
share warrants were exercised for proceeds of $50,000. 


—_ 
Q 
a) 


During 1996, 952,250 common share purchase warrants were exercised for proceeds of $3,475,713. 


(e) During the year ended December 31, 1996, options on 75,000 shares were exercised at an average 
price of $3.36 per share. 


(f) The shares issued under the Employee Stock Option Plan in 1994 are held as the sole security for 
employee stock option loans which are non-interest bearing and become due in January, 1999. 


Effective January 9, 1997, options on 232,000 shares of the Company were granted pursuant to Directors’ 
and Employees’ Stock Option Plans at $2.60 per share. 

Options to purchase 1,272,000 shares of the Company at an average price of $1.797 per share were 
outstanding at December 31, 1997 (1996 - 1,040,000 shares at $1.618 per share) pursuant to Directors’ 
and Employees’ Stock Option Plans. Subsequent to year end, the Alberta Stock Exchange approved repricing 
of each of the outstanding 1,272,000 stock options to an exercise price of $0.92 per share. 


The weighted average number of outstanding shares for the year ended December 31, 1997 is 12,181,531 
(1996 - 11,611,953). 


6. INCOME TAXES 


Losses available to reduce future income for tax purposes total approximately $1,945,000. The potential 
income tax benefits associated with these losses have not been recorded in the accounts. These losses expire 
as follows: 


1998 $ 250,000 
1999 265,000 
2000 335,000 
2001 400,000 
2002 125,000 
2003 125,000 
2004 445,000 


$ 1,945,000 
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7. LEASE COMMITMENT 


The Company leases its office space and is required to make the following minimum annual payments: 


1998 $ 15,336 
1999 $ 15,336 
2000 $ 15,336 
2001 $ 7,668 


Additional amounts are payable in respect of the Company’s share of common area costs. 


8. FAIR VALUE OF FINANCIAL INSTRUMENTS 


Limitations Fair value estimates are made at a specific point in time, based on relevant market information 
and information about the financial instrument. These estimates are subjective in nature and involve 
uncertainties and matters of significant judgment, and therefore cannot be determined with precision. 
Changes in assumptions could significantly affect the estimates. 


The carrying amount of the Company’s financial instruments in the consolidated balance sheets approximates 
fair value because of the limited terms of these instruments, except for marketable securities whose market 


value approximates fair value. 


Fair values The estimated fair values of the Company’s financial instruments as at December 31 are 


as follows: 


Carrying 
Assets (Liabilities) Amount 
Cash and short-term investments $ 9,036,488 
Marketable securities 135,950 
Accounts receivable 49,576 
Accrued interest receivable 36,168 
Goods and services tax recoverable 2,679 
Accounts payable and accrued charges (98,882) 


9. COMPARATIVE FIGURES 


1996 

Estimated Carrying Estimated 

Fair Value Amount Fair Value 

$ 9,036,488 $ 9,982,600 $ 9,982,600 
140,331 911,400 919,809 
49,576 14,667 14,667 
36,168 11,281 11,281 

2,679 9,022 9,022 
(98,882) (74,516) (74,516) 


Certain comparative figures have been reclassified to conform with the current year’s presentation. 
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